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QUESTIONS ASKED FROM THE POINT OF VIEW OF THE 
BORROWER. 

Q. What are the general pvirpoaes of the PedercU farmrloan aeif: ' 

A. To lower and equalize interest rates on first-mortgage farm 
loans; to provide long-term loans with the privilege of repayment 
in installments throu^ a long or short period of years, at the bor- 
rower's option ; to assemble the farm credits of the Nation, to be used 
as securi^ for money to be employed in farm development ; to stim- 
nlate cooperative action among farmers; to check land monopoly by 
making it easier for tenants to get land; and to provide safe and 
sound long-term investments for the thrifty. 

Q. When did this act become a lawf 

A. It was passed by Congress June 28, 1916, and was signed Ity 
President Woodrow Wilson July 17, 1916, and became a law 
immediately. 

Q. What, hriefiy, is the machinery for the application of the farm- 
loan actf 

A. There are three parts, as follows: 

1. The Federal Farm Loan Board, consisting of four meinbeis, 
named by the President, and the Secretary of the Treasury us 
chairman. 

2. The 12 Federal land banks located in various sections of the 
country. 

8. The many national farm-loan associations organized and con- 
trolled by the borrowers themselves, each made up of 10 or more 
farmers. 
Q. What are the duties of each of the above-named organisation.^? 
A, The Federal Farm I^an Board exercises supervision over the 
entire system. The Federal land banks make the loans and issue 
their bonds or debentures to investors. The national farm-loan asso- 
ciations are organizations of borrowers, and through them applica- 
tions for loans are made to the Federal land banks. 

Q. Who governs directly each of the 12 Federal land hanks? 
A. When a bank is first established, the Federal Farm Loan Board 
names five directors from its district to run it temporarily. When 
■^ it has loaned as much as $2,000,000, so that farm-loan associations 
^ subscribe to $100,000 of its stock, being 5 per cent thereof, it is to 
W have nine directors — six to be elected by the national farm-loan 
^ associations of its district and three to be appointed by the Federal 
f — Farm Loaji Board. Directors are elected and appointed for three- 
-*j year terms, two being elected and one appointed each year. Tlie 
"j- director choose the bank officers. 
=3 Q. What determines the location of the hanks? 
^ A. The Federal Farm Loan Board locates these banks with a view 
to serving most advantageously the farm-loan needs of the country. 
Q. Whai is their capital stock f 
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A. Each bank starts with a capital of $750,000, but it gets addi- 
tional money for lending by automatic increase of its capital stock 
and through the sale of its bonds by pledging the mortgages it takes 
as collateral security. 

Q. Who may own stock in the Federal land hanks? 

A. It is open for general subscription. The stock is placed on sale 
for §0 days, and if the public does not buy it the Goveriiment takes 
'}b jit- the end of that time. 
•;^ Has it voting powerf 

A. Only the stock held by the Government &ad by the national 
farm-loan associationa hag voting power. 

Q, Will this stock -vay dividends? 

A. If the banks make a pr(^t they will pay divuiends on all stock 
except that held by the Government. 

Q. Will you explain how after a hank lends its original capital it 
gets additional money to lend to farmers? 

A. When a bank has loaned $50,000 or more on first mortgages, it 
may then issue not less than $50,000 of bonds against these mortgages 
and thus borrow money to lend to farmers. This process is repeated 
over and over until the capital of the bank is turned over 20 
times. If the capital of the bank were limited to $750,000, the bank 
would have a loaning capacity of only $15,000,000. But the law 
provides for the automatic increase of the capital of the bank from 
the fact that each national farm loan association is required to buy 
stock in the bank equal to 5 per cent of the loans it procures for its 
members. Since each bank is permitted to lend 20 times its 
capital to the members of the associations, it will be observed that 
as $1,000 is added to its capital, the loaning capacity is increased 
$20,000, the ratio between the capital and the loaning capacity re- 
maining always the same. There is no limit to the capacity of the 
bank to serve the needs of the farmer borrower, so long as it can sell 
its bonds with first mortgages on farm land pledged as security, 

Q. What hecomes of tfieland-hank stock owned by individuals and 
the Government? 

A. The Government stock and other stock, if originally subscribed 
by others than borrowers, is gradually paid eff and retired as the 
subscriptions by farm loan associations are made. This is essen- 
tially a farmers' banking system, and the law contemplates that the 
farmers shall eventually own and control it. 

Q. May these Federal land banks accept deposits or do a general 
banking business? 

A, They may accept deposits only from farm loan associations. 
The associations may accept deposits from anybody only for the 
purchase of Federal farm loan bonds or first mortgages. This money 
must be forwarded at once to the Federal land bank. Certificates 
are issued for such deposits bearing not over 4 per cent per annum 
after six days. When the certificates aggregate $25 or any multiple 
thereof they may be exchanged for Federal farm loan bonda of an 
equal amount. No other banldng business may be fcr&nsaeted. 

Q. What ia the object of this featwe of the act? 

A. To raicourage thrift among the people and make saving money 
easy and convenient for fanners and their families, and to make pos- 
sible HiQ purchase of farm loan bonds on the installment plan, 
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Q. Who may borrow money from the Federal land haiiks? 

A, Only persons who are the owners or are about to become the 
owners of farm lands and who are or intend to be actually eng^tged 
in farming. 

Q. What should a person do desiring to make a loans' 

A. He should apply for membership in the nearest farm loan asso- 
ciation. 

Q. What should he do if there is no national farm loan mnoeialion 
within easy reach? 

A. He should organize a national farm-loan association in liis 
community together with nine or more other persons who are farm- 
ers or prospective farmers. 

Q. How may a national farm loan association he formed? 

A. One of the organizers should write to the Federal Farm Loan 
Board in Washington, D. C, asking for blanks and instructions 
how to proceed, wnich will be mailed on request. When these ara 
received the prospective borrowers should hold an organization meet- 
ing and elect from their members a board of five or more directors 
and this board should elect a loan committee of three, a president, a 
vice president, and a secretary-treasurer, who is a bonded officer. 
The secretary-treasurer may or may not be a member of the asso- 
ciation. These 10 or more farmers should make application in 
■writing to the Federal land bank for loans to the aggregate amount 
of $20,000 and for a charter to do business. They must sign and 
acknowledge articles of association and forward them to the Fed- 
eral land bank. The Federal land bank will then send its appraiser 
to inspect the land offered as security for the loans applied for, 
and, if satisfactory, the loans will be authorized when the charter 
is granted to the association. The bank then advances the money 
through the secretary-treasurer of the local association. In the appli- 
cation signed by borrowers each must indicate how much money he 
desires and must list the value of the land to be mortgaged as security. 

Q, Then, I am given to understand that the most important unit 
of this entire hanking system is the loctd cooperative association^ 
organised hy 10 or more farmers? 

A. Yes; it is the door through which the farmer borrower enters 
into the benefits of the system. It is the cooperative agency which 
gives the machinery for borrowing and investing, for voting, und 
for protection against loss. It is the foundation stone of the whole 
system. 

Q. Theny to get the full henefit of this system, it is to the interest 
of the farmers to organise into these groups as quichly^ as possible? 

A, Yes; they should organize at once, so thev will be ready to 
get their charters as soon as the Federal land banks are located. 

Q. May any hut farmers join the national farm loan associations? 

A. Yes; prospective fanners who are about to purchase land for 
their own use may also join. They must indicate in their applica- 
tions what land they expect to come into possession of. 

Q. What is the maximum and- minimum amount of loans? 

A. No one farmer may borrow more than $10,000 nor less tlian 
$100. No national farm loan association may start with less than 
^0,000 in loans. 
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Q. What is the object of limiting the size of the loansf 

A. The Government wants to benefit the actua,! farmer, not the 
speculator. Limiting the size of the loans to $10,000 prevents the 
use of this act for the purposes of land speculation ana monopoly. 

Q. Who passes on the v<Aue of the land offered aa security f 

A. The local national farm loan association has a loan ccsninittee 
of three members for this purpose, who must agree upon the valua- 
tions. Then, after the report of the loan committee has been sent 
with the application for loans to the Federal land bank, the value 
of the security will bo examined into by the appraiser of tJie Federal 
land bank. 

Q. What percentage of the value of the security jnay he borrowedf 

A. Up to 50 per cent o£ the appraised value of the land and 20 
per cent of the appraised value of the permanent insured improve- 
ments. That is, if your land is appraised at $16,000, you would be 
entitled to borrow $7,500; and if your improvements are wortJi 
$5,000, you could borrow $1,000 more, or $8,500 in all. 

Q. May the money hon-owcd he expended for any purpose? 
■ A. No. The money may be spent only to discharge indebtedness 
incurred for the purchase of land, for the payment of a mortgage or 
debt already existing, for purposes specified in the law, for tEe pur- 
chase of live stock, or for any kind of productive improvements, such 
as fertilizer, needed buildings, drainage, etc 

Q. What is the object of tJiese limitations? 

A. It is the policy of the law to benefit only tlie actual farmer, 
and especially the farmer of small or medium-sized opei"ations, who 
is most in need of credit facilities. 

Q. Will it cost anything to have titles examined? 

A. No. 

Q. Will the borrower pay for abstracts of title? 

A. Yes. 

Q. Could the local association employ a man to provide abstracts 
and thus perhaps save expenses? 

A. Yes. That is one of the advantages of cooperation. 

Q. What is meant by " amortisation ",^ 

A. Amortization is the term applied to the process of reducing an 
indebtedness by installment payments of a fix«d amount, which in- 
cludes interest'and a part of the principal, throughout a period of 
years. 

Q. Are all tlie loans under the Federal farm-loan system mxide on 
this planf 

A. Yes. 

Q. How long may these loans run? 

A. Anywhere from 5 to 40 years, at the option of the borrower. 

Q. And at what rate of interest? 

A. The rate of interest charged on loans will be determined by the 
rate of interest paid on the bonds or debentures of the Federal land 
bank. To illustrate : If the bonds carry 4 per cent interest, the rate 
of interest on money loaned to farmers can not be more than 5 per 
cent, because the law provides that there shall be a margin of not 
more than 1 per cent between the rate of interest paid by the banks 
on the bonds and the rate of interest charged on the money loaned. 
This margin is to pay the expenses of the bank, but in no event will 
the interest rate to farmers be more tlian 6 per cent. 
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Q. WiU the rate of interest charged he the same in every land- 
hank district? 

A. Probably about the same. 

Q. How can this he true when each Federal land bank issues its 
bonds separately f 

A. Because tne bonds of each bank are guaranteed by every other 
bank and are therefore equally secure. 

Q. Suppose the interest rate is lowered after the hanks are in op- 
eration; wUl the early borrowers he forced to continue at the high 
rate? 

A. No. They may borrow after five years under a reappraisement 
and pay off the mortgages originally given. 

Q. How are interest and principal payments to he made? 

A. The secretary-treasurer of the local farm loan association is 
required to collect the installments from the borrowers in his asso- 
ciation and remit them to the Federal land bank. Both interest and 
principal are included in the equal annual or semiannual installments 
throughout the entire period of the loan. 

Q. May a borrower pay off his loan before matvHty? 

A. He may pay all or any part at any interest-paying date after 
the mortgage has run five years. 

Q. You say a farmer who borrows is required to buy stock of his 
local association equal to 5 per cent of his loan. What becomes of 
this stock? 

A, It is held by the local loan association as collateral security 
until the farmer pays off his debt. Then the money is returned to 
him, or the farmer may use it as the last payment of his debt. In 
the meantime, his stock is entitled to receive its proportionate share 
of the dividends which the association declares. 

Q. What does the local association do with the nhoney the borrower 
pays for his stock? 

A. The association buys stock of the Federal land bank. This is 
done to increase the Federal land bank's capital in order that it may 
make loans. 

Q, Who gets the dividends on this stock while it is held as col- • 
lateral security by the local loan association? 

A. The borrower, except that part used to pay the expenses of tlie 
local loan association. 

Q. Why does the local association h/fld the borrower's stock? 

A, The amount paid for the stock by each borrower in that asso- 
ciation becomes a part of the assets of the local association, and may 
be used only in case some borrower fails to pay and his land does not 
satisfy the face of the mortgage. 

Q. Is there m/uch likelihood that this stock will ever have to he 
used for that purpose? 

A. No; because the loans do not exceed 50 per cent of the appraised 
value of the land. 

Q. Is there any other possible liability on the part of the horroioer? 

A. Yes; in case of severe losses experienced by the local loan asso- 
ciation which make it unable to meet its obligations, each borrower 
is personally liable for an amount equal' to the face value of his 
stock. This is the double-liability feature which has always been the 
rule in national bank stock ownership. 
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<^, THen the total personal respoimhilUy of the borrower for the 
debts of the association is only 5 per cent of the original face of Mb 
loan? 

A. Yes. 

Q. And what is the lihelihood that this 5 per cent will ever he 
calledjorf 

A. It is very remote. If loans are conservatively made no loss 
could reasonably occur that would call for this 6 per cent liability. 
Tliis illustrates the necessity for careful management of the local loan 
association and demonstrates one of the reasons for its existence — the 
creation of a body for the exclusion of bad risks and for tiie con- 
servative valuation of lands. 

Q. TJien it is not true, as many Tiave supposed, that one mernber of 
a national farm, loan, association is placed under unlimited liability 
for the debts of his associates? 

A, No. He 13 ]iable only to the extent shown above, the total posa- 
ble personal liability being 5 per cent of hia loan, and that to be called 
only when the association has become insolvent. In auch case the 
borrower may lose part or ail of the stock held by him in the a^o- 
ciation and in addition thereto he may be liable for all or part of an 
additional 5 per cent of the amoimt of his loan. 

Q. f/ow Tnay an association becows insolvent? 

A. By the failure of one or more of its members to make their pay- 
ments and inability of the association to make the amount of his in- 
debtedness from the sale of his land. 

Q. So tJiere is no danger of the borrower losing the value of his 
sioch in the National Farm Loan Association or being called upon to 
pay an, additional atnount egual to 5 per cent of the amount of his 
loan if the land of every member that is taken as security can he sold 
at all times for anamount equal to his indebtedness? 

A. Absolutely none. 

Q. Suppose a borrower fails to meet hds payments; what happens? 

A. If, in the judgment of the directoi-s of the local loan -association, 
the default was unavoidable, the local association may carry the bor- 
rower for two years; but the borrower is required to pay 8 per cent 
interest on o\'erdue payments while ho is in arrears. The local asso- 
ciation may borrow money at 6 per cent interest from the Federal 
limd bank to temporarily meet the defaulted payments of its members. 

Q. So the local association is responsible for the installment pay- 
ments to be made by its members as they mature? 

A . Yes ; it is the duty of the secretary-treasurer of the local asso- 
oiiition to see that these payments are promptly made and to remit 
tliem to the Federal land bank. It is also his duty to see that each 
member keeps his taxes paid, to see that insurance policies are kep( 
renewed, and to look after everything that tends to the welfare ol 
the local association. He is the custodian of the records and securi- 
ties of the local association ; he makes quarterly reports to the Federal 
Farm Loan Board as to the condition of the local association, and 
must report to the Federal land bank any failure on the part of a 
borrower to comply with the terms of his application or mortgage. 
In fact, he is the agent for the local association in its relations with 
the Federal land bank. 
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Q. Does the aecretary-ireasurer receive a salary? 

A. His compensation is fixed by the directors of the local associa- 
tion. All other officers of the local association serve without salary 
unless the Federal Farm Loan Board approves the payment- of 
salaries. The secretary-treasurer may serve without salary if he will. 

Q. Whence comes the money to pay his salary f 

A. The national farm loan association has two sources of revenue. 
It gets dividends from the Federal land bank on its land bank stock, 
and is also permitted to collect out of the interest payments not to 
exceed one-eighth of 1 per cent semiannually on the unpaid pi-inclpal 
of its members' loans, m anticipation of dividends. 

Q. What deterrminea the voting strength of each member of the 
local association? 

A. Each member has one vote for each $5 share of stock. A man 
who borrows $1,000 would necessarily have $50 -worth of stock, or 
10 votes. But no one stockholder may have more than 20 votes. 

Q. May any hut borrowers belong to these local loan associationsf 

A. No; membership is confined to stockholders, and borrowers only 
mfiy be stockholders. 

Q. May a local loan association increase its membership after it is 
organized and in operation? 

A. Certainly. It may admit any borrower who subscribes to stoclc 
equal to 5 per cent of his loan. He is admitted only by a two-thirds 
vote of the directors of the association. 

Q. Is there any limit to the number that may ie membersf 

A. No. 

Q. May real estate speculators borrow to buy land? 

A. No. None but actual farmers or prospective farmers may bor- 
row, and only those whom the association is willing to admit to 
membership. 

Q, Suppose I own a farm worth only $20 an acre because it is 
marshy. Suppose I underdrain it and make it worth $0 an acre. 
May I double my loan? 

A. If you double the appraised value after five years you may 
double the loan. 

Q. Suppose a prospective borrower can not raise the 50 per cent of 
the purchase price of land; would he be permitted to execute a second 
m.ortgage to come due while the amortized loan was bein// paid off? 

A. Yes. With a long-time amortized loan it ought to oe much 
easier than at present to place a second mortgage, because the first 
mortgage is gradually reduced every year and the required payments 
thereunder may be made so small as not to menace the ultimate 
security of the second mortgage. But the law does not allow the 
Federal land banks to lend on second mortgages. 

Q. Sow can I get the benefits of this system if I live out in a 
remote section where it is impossible to get 10 or more persons to 
form an association? 

A. If no local association is formed in your section after the law 
has been in effect for one year — that is, by July 17, 1917 — the Federal 
land bank is empowered to appoint as its agent in your territory any 
bank or trust company or mortgage company organized under State 
charter. This bank or company may make the loan for you under 
the Federal farm loan system, providing you subscribe to the stock 
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of the Fedei'jil lund bsink to the amount of 5 per cent of the face of 
vour loan. The bank or company acts as agent and guarantees your 
loan. For so doing it is allowed a commission not exceeding one-half 
per cent per annum on the unpaid principal of the loan. 

Q. / have read something about joint-stock land hanks which may 
he organised under this system. Please tell me ahout them. 

A. The act provides that pnvate individuals may organize joint- 
stock land banks, with capital stock of at least $250,000 each, and 
consisting of not less than 10 stockholders. One-half of the capital 
stock must be paid up when the bank starts business and the other 
half is subject to call. The joint-stock land bank has the right to 
issue bonds after its capital is fully paid up, just as the Federal land 
banks do, and it may make loans at a rate 1 per cent per annum 
above the rate which its last issue of bonds bears. Joint-stock land 
banks are not permitted to charge over 6 per cent interest. The law 
does not contemplate that these banks shall secure their capital from 
borrowers by promising loans, 

Q. May a joint-stock land hank take a second mortgage? 

A. Nothing but a first moitgage may be utilized as security for 
an issue of bonds. 

Q. Does it operate under the amortisation plan? 

A. Yes. 

Q. Do the Federal land hanks guarantee the bonds of the joint- 
stock land hanks? 

A, No; the Federal land banks have no connection with the joint- 
stock land banks. 

Q'. Does the Federal Farm Loan Board supervise the operation 
of joint-stock land hanks? 

A. Yes. These joint-stock land banks are private institutions 
intended for the investment of private capital, but they are super- 
vised by the board and inspected by its examiners. 

AMORTIZATION TABLE. 

The following table shows the payments required annually to wipe 
out interest and principal on a $1,000 loan in from 10 to 40 years at 
5 per cent, 5J per cent, and 6 per cent interest. 



Term (years). 


Ra„ CI interest. | 


5 pot cent. 


5J per cent. 


fl per cent. 




1123,60 

ro!B5 
*5.05 


1132.07 
74! 55 
62. 3J 


1135.87 
102.96 

11 

















The borrower can fix the time he wants his loan to run, and this 
fixes the amount he must pay every year in order to pay it off, both 
principal and interest. He can not 'fix tlie rate of interest, for this 
IS determined by the rate of interest which the Federal land bank 
must pay in order to sell its bonds. 
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If the rate of interest which t^ borrower must pay is 5 per cent, 
and the borrower says lie wants 20 years in which to pay off his 
nortgage, then tlw above table tells him he must pay St^O-a* every 
year <hi each $1,000 be borrows. He will pay proportionately for a 
smaller or larger amount. 

If he wants his mortgage for $1,000 to run for 40 years, then the 
table shows him, under the same interest rate, that he must pay $58.28 
annually. At 6 per cent interest for the same time the table says 
$66.46 per $1,000. 

It should be remembered, as previously stated, that no matter what 
t^m the borrower fixes at the b^inning for his mortgage to run, he 
has the privilege of paying it off at any interest pOTiod in whole or 



QUESTIONS OP PROSPECTIVE INVESTORS ANSWmtED. 

Q. You have spoken entb'ely from the point of view of the farrLer 
horrower. Suppose I have money to invest, how does this system 
interest Tne? 

A. The bonds of the Federal land banks ought to be a very attrac- 
tive investment for you. 

Q. ^Vhyf 

A. Because they are secure, will command a ready market, and 
because they are free from all forms of taxation. 

Q. Why are they secure? 

A. Because they have specifically pledged as security first mort- 
gages on farms, the appraised valuation of which is twice as great 
as the obligation against them. 

Q. Is that all the security there is? 

A. No. The assets of all the 12 Federal land banks are behind the 
bonds of all the banks. 

Q. And is that all? 

A, No; they are secured also by the 5 per cent stock owned by 
each farmer-borrower and held as collateral security by the local 
loan associations. 

Q. Is that all the security? 

A. If that is not sufficient to meet the bonds, there is the additional 
5 per cent liability against each farmer-stockholder. 

Q. So, as a matter of fact, the security hack of the hands is twice 
their face value plus the resources of the IS Federal land banks plus 
the indorsement of the National Farm Loan Associations. 

A. Yes ; and with the further assurance that the wide distribution 
of the security, so unaffected by local conditions in any part of the 
Nation, will contribute to the value and stability of the security and 
make losses almost an impossibility. 

Q. You say the hands are free of all farms af taxation. Does that 
include income tax and all forms of State and municipal tax of every 
kind and character? 

A. Yes. 

Q. And is the income of all these bonds cdso free of taxaUonf 

A. Yes. 
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Q. Does the Government guarantee these hojidsf 

A, No ; but they are issued under tlie supervision of the Govern- 
ment and can not be issued until Government authorities have passed 
upon the securities and satisfied themselves that each dollar of bonds 
issued is secured by at least $2 worth of land, and each bond will con- 
tain on its face a certificate of its regularity signed by the Federal 
Farm Loan Commissioner, a Government officii. 

Q. In what denominations are these bonds to he issued? 

A. In $25, $60, $100, $600, and $1,000. 

Q. Are they protected against counterfeiting? 

A. They will be printed and engraved by the Government Bureau 
of Printing and Engraving the same as money is printed, and will 
be as carefully protected from counterfeiting as money is protected. 

Q. WUl the ionds of all the banks bear the same rate of interest? 

A. Probably, because they have equal security and are mutually 
guaranteed. 

Q. Must a bank get authority from the Federal Farm Loan Boari 
to issue bonds? 

A. Yes; and the bank may issue them only after it has taken ap- 
proved first mortgages with which to secure them and deposited such 
mortgages as collateral security. 

Q. Can you tell what rate of interest these bonds will bear? 

A. Not yet. The rate will depend upon supply and demand. The 
rate will be just as low as possible so as to dispose of enough of the 
bonds at par to keep the bank supplied with money to meet the de- 
mands of farmers. 



Ooplea of this circular ma^ be secured free by addressing the Federal Farm 
Loan Board, Treasury Department, Washington, D. O. 
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